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Subpart A—General Provisions

§1773.1 General.

(a) This part implements the stand-
ards for audits required by the loan and
grant agreements of Rural Utilities
Service (RUS) electric and tele-
communications borrowers and grant-
ees. The provisions require auditees to
prepare and furnish to RUS, at least
once during each 12-month period, a
full and complete report of its financial
condition, operations, and cash flows,
in form and substance satisfactory to
RUS, audited and certified by an inde-
pendent auditor, satisfactory to RUS,
and accompanied by a report of such
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audit, in form and substance satisfac-
tory to RUS.

(b) This part is based on the require-
ments of GAGAS in effect at the time
of the audit and applicable RUS regula-
tions and subpart F (Audit Require-
ments) of 2 CFR part 200 (Uniform Ad-
ministrative Requirements, Cost Prin-
ciples, and Audit Requirements for
Federal Awards) (2 CFR 200.500-200.521).

(¢c) This part further sets forth the
criteria for selecting auditors satisfac-
tory to RUS and certain audit proce-
dures and audit documentation that
must be performed and prepared before
an audit report will be accepted by
RUS.

(d) Failure to provide an audit in
compliance with this part is a serious
violation of the RUS Security Agree-
ment. RUS relies on audited financial
statements in order to assess and mon-
itor the financial condition of its bor-
rowers and grantees and to fulfill its fi-
duciary responsibilities.

(e) RUS reserves the right to suspend
its acceptance of audits performed by
auditors who, in the opinion of RUS,
are not meeting the requirements of
this part or with unresolved disputes or
issues until such time that the matter
can be resolved to RUS’ satisfaction.

§1773.2 Definitions.

As used in this part:

2 CFR part 200, subpart F means 2 CFR
part 200, Uniform Administrative Re-
quirements, Cost Principles and Audit
Requirements for Federal Awards, sub-
part F, Audit Requirements, as adopted
by USDA in 2 CFR part 400.

AA-PARA means RUS Assistant Ad-
ministrator, Program Accounting and
Regulatory Analysis.

Administrator means the Adminis-
trator of RUS.

Affiliated company means a company
that directly or indirectly through one
or more intermediaries, control or are
controlled by, or are under common
control with, the auditee.

AICPA means the American Institute
of Certified Public Accountants.

ASC means the Accounting Standards
Codification issued by the Financial
Accounting Standards Board.

Audit means an examination of finan-
cial statements by an independent
auditor for the purpose of expressing

§1773.2

an opinion on the fairness with which
those statements present financial po-
sition, results of operations, and
changes in cash flows in accordance
with accounting principles generally
accepted in the United States of Amer-
ica (GAAP) and for determining wheth-
er the auditee has complied with appli-
cable laws, regulations, and provisions
of loan or grant contracts and grant
agreements that could have a material
effect on the financial statements.

Audit date means the ‘“‘as of’” date es-
tablished by the auditee.

Audit documentation has the same
meaning as defined in the AICPA’s pro-
fessional auditing standards.

Auditee means an RUS borrower and/
or grantee that is required to submit
an annual audit as a condition of the
award.

Auditor means government auditors
as well as certified public accounting
firms that perform audits using gen-
erally accepted government auditing
standards (GAGAS).

BCAS means Broadband Collection
and Analysis System (or successor sys-
tem).

Borrower means an entity that has an
outstanding RUS or Federal Financing
Bank (FFB) loan or loan guarantee.

CPA means a Certified Public Ac-
countant.

DCS means the Data Collection Sys-
tem (or successor system).

FASB means Financial Accounting
Standards Board.

FFB means the Federal Financing
Bank, a body corporate and instrumen-
tality of the United States of America
under the general supervision of the
Secretary of the Department of the
Treasury.

Fraud has the same meaning as de-
fined in the AICPA’s professional au-
diting standards.

GAAP has the same meaning as de-
fined in accounting standards issued by
the Government Accounting Standards
Board (GASB) and the Financial Ac-
counting Standards Board (FASB).

GAGAS means generally accepted
government auditing standards as set
forth in Government Auditing Stand-
ards, issued by the Comptroller Gen-
eral of the United States, Government
Accountability Office.
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GAO means the United States Gov-
ernment Accountability Office.

GASB means Government Accounting
Standards Board.

Governance board means the auditee’s
board of directors, managing members,
or other official body charged with gov-
ernance.

Grantee means an entity that has a
continuing responsibility under a grant
agreement with RUS.

Illegal act has the same meaning as
defined by the Public Company Ac-
counting Oversight Board.

Material weakness has the same mean-
ing as defined in the AICPA’s profes-
sional auditing standards.

OIG means the Office of the Inspector
General, United States Department of
Agriculture.

OMB means The Office of Manage-
ment and Budget.

Regulatory asset means an asset re-
sulting from an action of a regulator as
defined by FASB.

Regulatory liability means a liability
imposed on a regulated enterprise by
an action of a regulator as defined by
FASB.

Related party has the same meaning
as defined by FASB.

Reporting package means:

(1) The auditor’s report on the finan-
cial statements;

(2) The report on internal control
over financial reporting and on compli-
ance and other matters;

(3) The report on compliance with as-
pects of contractual agreements and
regulatory requirements;

(4) The schedule of findings and rec-
ommendations; and

(5) All supplemental schedules and
information required by this part.

RUS means the Rural Utilities Serv-
ice, an agency of the United States De-
partment of Agriculture.

RUS Bulletin 1773-1, Policy on Audits
of RUS Borrowers and Grantees, is a
publication prepared by RUS that con-
tains the RUS regulation 7 CFR part
1773 and exhibits of sample audit re-
ports, financial statements, reports on
internal control over financial report-
ing and on compliance and other mat-
ters, report on compliance with aspects
of contractual agreements and regu-
latory requirements, and schedule of
findings and recommendations used in
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preparing audits of RUS borrowers and
grantees. This bulletin is available on
the internet at https:/www.rd.usda.gov/
publications/regulations-guidelines/bul-
letins/program-accounting.

RUS security agreement means a loan
agreement, grant agreement, mort-
gage, security agreement, or other
form of agreement that governs the
terms and conditions of, or provides se-
curity for, loan and/or grant funds pro-
vided by RUS to the auditee.

Significant deficiency has the same
meaning as defined in the AICPA’s pro-
fessional auditing standards.

Single Audit Act means Single Audit
Act of 1984 (31 U.S.C. 7501 et seq.) as im-
plemented by 2 CFR part 200, subpart
F.

State means any state or territory of
the United States, or the District of
Columbia.

Uniform System of Accounts means, for
telecommunications borrowers, Bul-
letin 1770B-1, Accounting Require-
ments for RUS Telecommunications
Borrowers (htitps:/www.rd.usda.gov/files/
UTP Bulletins 1770B-1.pdf), and for
electric borrowers, as contained in 7
CFR part 1767, Accounting Require-
ments for RUS Electric Borrowers, sub-
part B—Uniform System of Accounts,
Bulletin 1767B-1, (https:/
www.rd.usda.gov/files/

UPA Bulletin 1767B-1.pdf).

Subpart B—RUS Audit
Requirements

§1773.3 Annual audit.

(a) Each auditee must have its finan-
cial statements audited annually by an
auditor selected by the auditee and ap-
proved by RUS as set forth in §1773.4.
All auditees must submit audited fi-
nancial statements on a comparative
basis covering two consecutive 12
month periods, unless the entity has
not been in existence for two consecu-
tive 12-month audit periods. Comnsoli-
dated statements of the parent are not
an acceptable replacement for an audit
of the auditee.

(b) Each auditee must establish an
annual audit date within 12 months of
the date of the first advance and must
prepare annual financial statements
for the audit date established. Each
auditee must notify the AA-PARA of
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the audit date at least 90 days prior to
the selected audit date.

(c) Auditees must furnish a reporting
package to RUS within 120 days of the
audit date. (See §1773.21). Until all
loans made or guaranteed by RUS are
repaid and unliquidated obligations re-
scinded, auditees that are borrowers
must continue to provide annual au-
dited financial statements. Auditees
that are grantees must furnish annual
audited financial statements in the
year of the first advance and until all
funds have been advanced or rescinded,
and all financial compliance require-
ments have been fully satisfied.

(d) In addition to the requirements of
this part, certain auditees may be sub-
ject to the Single Audit Act. An
auditee that is defined as a Non-Fed-
eral Entity as defined in 2 CFR 200.69
means a state, local government, In-
dian tribe, institution of higher edu-
cation (IHE), or nonprofit organization
that carries out a Federal award as a
recipient or subrecipient and is re-
quired to meet the requirements of this
part as follows:

(1) Borrowers and/or grantees expend-
ing the threshold established for the
Single Audit Act (currently $750,000) or
more in Federal awards during the year
must have an audit performed in ac-
cordance with the Single Audit Act.
See 2 CFR 200.502, Basis For Deter-
mining Federal Awards Expended, for
guidance in determining annual ex-
penditures. The audited financial state-
ments must be submitted to RUS and
to the Federal Audit Clearinghouse.

(2) For auditees expending less than
the threshold for expenditure in Fed-
eral awards during the year, RUS re-
serves its right under 2 CFR 200.503, Re-
lationship to other audit requirements,
to arrange for an audit performed in
accordance with this part.

(3) Within 30 days of the audit date,
auditees must notify the AA-PARA, in
writing, of the total Federal awards ex-
pended during the year and must state
whether the audit will be performed in
accordance with the Single Audit Act,
or this part.

(i) An auditee electing to comply
with this part must select an auditor
that meets the qualifications set forth
in §1773.5.

§1773.4

(ii) If an audit is performed in ac-
cordance with the Single Audit Act,
the auditor’s reporting on the financial
statements that meet the requirements
of the Single Audit Act, will be suffi-
cient to satisfy the auditee’s obliga-
tions under this part.

(e) Subpart F of 2 CFR part 200 does
not apply to audits of RUS electric and
telecommunications cooperatives and
for-profit telecommunications bor-
rowers unless the borrower has con-
tractually agreed with another Federal
agency (e.g. Federal Emergency Man-
agement Agency) to provide a financial
audit performed in accordance with 2
CFR part 200, subpart F. In no cir-
cumstance will an auditee be required
to submit separate audits performed in
accordance with this part and 2 CFR
part 200, subpart F.

§1773.4 Auditee’s responsibilities.

(a) Selection of a qualified auditor. The
auditee’s governance board is respon-
sible for the selection of a qualified
auditor that meets the requirements
set forth in §1773.5. When selecting an
auditor, the auditee should consider,
among other matters:

(1) The qualifications of auditors
available to do the work;

(2) The auditor’s experience in per-
forming audits of utilities, related in-
dustries, or in the case of grantees, ex-
perience in auditing entities com-
parable to the grantee; and

(3) The auditor’s ability to complete
the audit and submit the reporting
package within 90 days of the audit
date.

(b) Board approval of selection. The
board’s approval of an auditor must be
recorded by a board resolution that
states:

(1) The auditor represents that it
meets RUS qualifications to perform
an audit; and

(2) The auditee and auditor will enter
into an audit engagement in accord-
ance with §1773.6.

(c) Notification of selection. When the
initial selection or subsequent change
of an auditor has been made, the
auditee must notify the AA-PARA, in
writing, at least 90 days prior to the
audit date.

(1) Within 30 days of the date of re-
ceipt of such notice, RUS will notify
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the auditee, in writing, if the selection
or change in auditor is not satisfac-
tory.

(2) Notification to RUS that the same
auditor has been selected for suc-
ceeding audits of the auditee’s finan-
cial statements is not required; how-
ever, the procedures outlined in this
part must be followed for each new
auditor selected, even though such
auditor may previously have been ap-
proved by RUS to audit records of
other RUS auditees. Changes in the
name of an auditor are considered to be
a change in the auditor.

(d) Audit engagement letter. The
auditee must enter into an audit agree-
ment with the auditor that complies
with §1773.6 prior to the initiation of
the audit.

(e) Debarment  certification. The
auditee must obtain, from the selected
auditor, a lower tier covered trans-
action certification (Form AD-1048,
Certification Regarding Debarment,
Suspension, Ineligibility and Vol-
untary Exclusion—Lower Tier Covered
Transactions), as required by Execu-
tive Orders 12549 and 12689, Debarment
and Suspension, and any rules or regu-
lations issued thereunder.

(f) Peer review report. The auditee
must obtain, from the selected auditor,
a copy of the auditor’s current ap-
proved peer review report.

(g) Preparation of schedules. The
auditee must prepare any schedules
that are required by the auditor to per-
form the audit, including a schedule of
deferred debits and deferred credits and
a detailed schedule of investments in
subsidiary and affiliated companies ac-
counted for on the cost, equity, or con-
solidated basis. The detailed schedule
of investments can be included in the
notes to the financial statements or as
a separate schedule as long as all infor-
mation required is adequately dis-
closed. Samples of these schedules can
be found in Appendices A-D, of RUS
Bulletin 1773-1.

(1) The schedule of deferred debits
and deferred credits must include a de-
scription of the deferral and a notation
as to whether the deferral has received
written approval from RUS. If a deter-
mination is made that prior written
approval is not required, cite the spe-
cific authority for the deferral.
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(2) The schedule of investments must
include investments in subsidiary and
affiliated companies, corporations, lim-
ited liability corporations and partner-
ships, joint ventures, etc. accounted for
on either the cost, equity or on a con-
solidated basis. For all investments,
the auditee must list the name of the
entity, ownership percentage, and the
principal business in which the entity
is engaged. For investments recorded
on the cost basis, the auditee must in-
clude the original investment, ad-
vances, dividends declared or paid in
the current and prior years and the net
investment. For investments recorded
on the equity or consolidated basis, the
auditee must include the ownership
percentage, original investment, ad-
vances, dividends declared or paid in
the current and prior years, and cur-
rent and prior years’ earnings and
losses, including accumulated losses in
excess of the original investment.

(h) Scope limitations. The auditee will
not limit the scope of the audit to the
extent that the auditor is unable to
provide an unqualified opinion that the
financial statements are presented
fairly in conformity with GAAP due to
the scope limitation.

(i) Submission of reporting package.
The auditee must submit to RUS the
required reporting package as set forth
in §1773.21.

(1) A reporting package that fails to
meet the requirements detailed in this
part will be returned to the auditee
with a written explanation of non-
compliance.

(2) The auditee must, within 30 days
of the date of the letter or email de-
tailing the noncompliance, submit a
corrected reporting package to RUS.

(3) If a corrected reporting package is
not received within 30 days of the date
of the letter or email detailing the
noncompliance, RUS will take appro-
priate action, depending on the sever-
ity of the noncompliance.

(j) Submission of a plan of corrective ac-
tion. If the auditor’s report contains
findings and recommendations but does
not include the auditee’s response, the
auditee must submit written responses
to RUS within 180 days of the audit
date. The written responses must ad-
dress:
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(1) The corrective action already
taken or planned, or the reason the
auditee believes no action is necessary;
and

(2) The status of corrective action
taken on previously reported findings
and recommendations.

§1773.5 Qualifications of the auditor.

Auditors that meet the qualifications
criteria of this section and enter into
an audit engagement with the auditee
that complies with §1773.6, will be con-
sidered satisfactory to RUS.

(a) Licensing. Auditors that audit the
financial statements of an RUS auditee
must be licensed to perform attesta-
tion engagements in the United States
of America. Auditors do not have to be
licensed by the state in which the
auditee is located; however, auditors
must abide by the rules and regula-
tions of professional conduct promul-
gated by the accountancy board of the
state in which the auditee is located.

(b) Independence. Auditors must be
independent as determined by the
standards for independence in the
AICPA Code of Professional Conduct
and in GAGAS in effect at the time of
the audit.

(c) Peer review requirement. Auditors
must be enrolled and participating in a
peer review program, and must have
undergone a satisfactory peer review of
their accounting and audit practice.
The peer review must be in effect at
the date of the audit report opinion.

(1) Peer review reports. RUS reserves
the right to request peer review reports
from selected auditors.

(2) Peer review requirements for mew
auditors. New auditing firms must meet
the requirements of their state board
of accountancy with regard to enroll-
ing in a peer review program, timing of
the first peer review, and any other
peer review requirements.

§1773.6 Auditor communication.

(a) GAGAS and AICPA standards re-
quire that the auditor communicate
with the auditee the auditor’s under-
standing of the services to be per-
formed and document that under-
standing through a written commu-
nication to those charged with govern-
ance. To be acceptable to RUS, the
auditor’s communication must take

§1773.6

the form of an audit engagement letter
prepared by the auditor and must be
formally accepted by the governance
board or an audit committee rep-
resenting the governance board. In ad-
dition to the requirements of the
AICPA’s professional auditing stand-
ards and GAGAS, the engagement let-
ter must also include the following:

(1) The nature of planned work and
level of assurance to be provided re-
lated to internal control over financial
reporting and compliance with laws,
regulation, and provision of contracts
or grant agreements;

(2) That the auditee and auditor ac-
knowledge that the audit is being per-
formed and that the reporting package
is being issued to enable the auditee to
comply with the provisions of RUS’s
security instrument which requires
compliance with this part;

(3) That the auditor acknowledges
the mandatory reporting requirements
for fraud, illegal acts, or noncompli-
ance with provisions of laws, regula-
tions, contracts, and grant agreements
in §1773.9. Acceptance of the engage-
ment letter by the auditee is required,
thus granting the auditor permission
to directly notify the appropriate offi-
cials which may include but is not lim-
ited to the governance board, RUS, and
OIG;

(4) That the auditor acknowledges
that it is required under §1773.7 to con-
tact RUS if the auditor is unable to re-
solve scope limitations imposed by the
auditee, or if such limitations in scope
violate this part. Acceptance of the en-
gagement letter by the auditee is re-
quired, thus granting the auditor per-
mission to directly notify the AA-
PARA as needed;

(5) That the auditee and auditor ac-
knowledge that RUS will consider the
auditee to be in violation of its RUS
Security Agreement and this part if
the auditee fails to have an audit per-
formed and documented in compliance
with GAGAS and this part;

(6) That the auditor represents that
it meets the requirements under this
part to perform the audit;

(7) That the auditor will perform the
audit and will prepare the reporting
package in accordance with the re-
quirements of this part;
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(8) That the auditor will document
the audit work performed in accord-
ance with GAGAS, and the require-
ments of this part; and

(9) That the auditor will make all
audit documentation, including the re-
porting package available to RUS or
its representatives (including but not
limited to OIG and GAO), upon request,
and will permit the photocopying of all
such audit documentation.

(b) A copy of the audit engagement
letter must be available at the
auditee’s office for inspection by RUS
personnel. One copy of the current
audit engagement letter must be main-
tained in the auditor’s audit docu-
mentation.

§1773.7 Audit standards.

(a) The audit of the financial state-
ments must be performed in accord-
ance with GAGAS and this part in ef-
fect at the audit date unless the
auditee is directed otherwise, in writ-
ing, by RUS.

(b) The audit of the financial state-
ments must include such tests of the
accounting records and such other au-
diting procedures that are sufficient to
enable the auditor to express an opin-
ion on the financial statements and to
issue the required reporting package.

(c)(1) The auditee will not limit the
scope of the audit to the extent that
the auditor is unable to meet RUS
audit requirements without prior writ-
ten approval of the AA-PARA.

(2) If the auditor determines during
the audit that an unqualified opinion
cannot be issued due to a scope limita-
tion imposed by the auditee, the audi-
tor should use professional judgment to
determine what levels of the auditee’s
management and/or those charged with
governance should be informed.

(3) After informing the auditee’s
management and/or those charged with
governance, if the scope limitation is
not adequately resolved, the auditor
should immediately contact the AA-
PARA.

§1773.8 Audit date.

(a) The annual audit must be per-
formed as of the end of the same cal-
endar month each year unless prior ap-
proval to change the audit date is ob-
tained, in writing, from RUS.
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(1) An auditee may request a change
in the audit date by writing to the AA-
PARA at least 60 days prior to the cur-
rently approved audit date, providing
justification for the change.

(2) The time period between the prior
audit date and the newly requested
audit date must be no longer than
twenty-three months.

(3) Comparative financial statements
must be prepared and audited for the 12
months ending as of the new audit date
and for the 12 months immediately pre-
ceding that period.

§1773.9 Disclosure of fraud, and non-
compliance with provisions of laws,
regulations, contracts, and loan and
grant agreements.

(a) In accordance with GAGAS, the
auditor is responsible for planning and
performing the audit to provide reason-
able assurance about whether the fi-
nancial statements are free of material
misstatement due to error or fraud.
The auditor must also plan the audit to
provide reasonable assurance of detect-
ing material misstatements resulting
from violations of provisions of laws,
regulations, contracts or loan and
grant agreements that could have a di-
rect and material effect on the finan-
cial statements.

(b) If specific information comes to
the auditor’s attention that provides
evidence concerning the existence of
possible violations of provisions of
laws, regulations, contracts or loan
and grant agreements that could have
a material indirect effect on the finan-
cial statements, the auditor should
apply audit procedures specifically di-
rected to ascertaining whether a viola-
tion of provisions of laws, regulations,
contract or grant agreements has oc-
curred.

(c) Pursuant to the terms of its audit
engagement letter with the auditee,
the auditor must immediately report,
in writing, all instances of fraud, ille-
gal acts, and all indications or in-
stances of noncompliance with laws,
whether material or not, to:

(1) The president of the auditee’s gov-
ernance board;

(2) AA-PARA; and

(3) OIG, as follows:
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(i) For all audits performed in ac-
cordance with §1773.3(d) (audits con-
ducted in accordance with 2 CFR part
200 “Uniform Administrative Require-
ments, Cost Principles, and Audit Re-
quirements for Federal Awards’’), re-
port to the USDA-OIG-Audit, National
Single Audit Coordinator for USDA, 401
W. Peachtree St NW, Room 2328, At-
lanta, GA 30308,

(ii) For all other audits conducted in
accordance with §1773.3 report to the
appropriate office based on location.
See hitps:/www.usda.gov/oig/ma-
tional.htm to determine the correct re-
porting location.

§1773.10 Access to audit documenta-
tion.

Pursuant to the terms of this part
and the audit engagement letter, the
auditor must make all audit docu-
mentation available to RUS, or its des-
ignated representative, upon request
and must permit RUS, or its des-
ignated representative, to photocopy
all audit documentation.

§§1773.11-1773.19 [Reserved]

Subpart C—RUS Requirements for
the Submission and Review of
the Reporting Package

§1773.20 The auditor’s submission of
the reporting package.

(a) Time limit. Within 90 days of the
audit date, the auditor must deliver
the reporting package to the auditee’s
governance board. At a minimum, cop-
ies should be provided for each member
of the governance board and the man-
ager. The auditor must also provide an
electronic copy of the audit which
meets the requirements of §1773.21 for
subsequent transmittal to RUS.

(b) Communication with the governance
board. In addition to providing suffi-
cient copies of the reporting package
for each member of the auditee’s gov-
ernance board, RUS requires that the
auditor report all audit findings to the
auditee’s governance board. RUS rec-
ommends that audit findings also be
communicated orally unless oral com-
munication would not be adequate. If
the information is communicated oral-
ly, the auditor must document the
communication by appropriate memo-

§1773.21

randa or notations in the audit docu-
mentation. If the auditor commu-
nicates in writing, a copy of the writ-
ten communication must be included
in the auditor’s audit documentation.

(c) Matters to be communicated. Mat-
ters communicated to those charged
with governance must include, but are
not limited to the matters to be com-
municated as prescribed in the
AICPA’s professional standards AU-C
Section 260, ‘“The Auditor’s Commu-
nication with Those Charged with Gov-
ernance’’.

§1773.21 Auditee’s review and submis-
sion of the reporting package.

(a) The auditee’s governance board
should note and record receipt of the
reporting package and any action
taken in response to the reporting
package in the minutes of the board
meeting at which such reporting pack-
age is presented.

(b) The auditee must furnish RUS
with an electronic copy of the report-
ing package within 120 days of the
audit date as provided for in §1773.3.

(c) The auditee must furnish AA-
PARA with a copy of its plan for cor-
rective action, if any, within 180 days
of the audit date.

(d) The auditee must include in the
reporting package a copy of each spe-
cial report, summary of recommenda-
tions or similar communications, if
any, received from the auditor as a re-
sult of the audit.

(e) All required submissions to RUS
described in paragraphs (b) through (d)
of this section should be furnished elec-
tronically. The electronic copy must be
provided in a Portable Document For-
mat (PDF). Auditees with a designa-
tion from 0001 through 0199 in the Elec-
tric program and 500 through 699 in the
Telecommunications programs shall
upload the reporting package to the
DCS or its successor system. Borrowers
and/or grantees with a designation
from 1100 through 1199, 1300 through
1399, and 1400 through 1499 in the
Broadband program shall upload the
reporting package to the BCAS or its
successor system. All other borrowers
and/or grantees may upload their re-
porting package through DCS or its
successor system. Specific instructions
for submission are available from the
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§§1773.22-1773.29

Technical Accounting and Auditing
Staff.

§§1773.22-1773.29 [Reserved]

Subpart D—RUS Reporting
Requirements

§1773.30 [Reserved]

§1773.31 Auditor’s report on the finan-
cial statements.

The auditor must prepare a written
report on comparative balance sheets,
statements of revenue and patronage
capital (or statement of operations cus-
tomary to the type of entity reporting)
and statements of cash flows. The re-
port must include the manual or print-
ed signature of the auditor, cover all
statements presented, and refer to the
separate report on internal controls
over financial reporting and on compli-
ance and other matters and the report
on compliance with aspects of contrac-
tual agreements and regulatory re-
quirements issued in conjunction with
the auditor’s report on the financial
statements. The auditor’s report on the
financial statements should also state
that the report on internal controls
over financial reporting and on compli-
ance and other matters is an integral
part of a GAGAS audit, and in consid-
ering the results of the audit, that this
report should be read along with the
auditor’s report on the financial state-
ments.

§1773.32 Report on internal control
over financial reporting and on
compliance and other matters.

(a) As required by GAGAS, the audi-
tor must prepare a written report de-
scribing the scope of the auditor’s test-
ing of internal control over financial
reporting and of compliance with pro-
visions of laws, regulations, contracts,
and loan and grant agreements, and
that the tests provided sufficient, ap-
propriate evidence to support opinions
on the effectiveness of internal control
and on compliance with provisions of
laws, regulations, contracts, and loan
and grant agreements. This report
must include the manual or printed
signature of the auditor and must in-
clude the following items as appro-
priate:

7 CFR Ch. XVII (1-1-21 Edition)

(1) Significant deficiencies and mate-
rial weaknesses in internal control;

(2) Instances of fraud and noncompli-
ance with provisions of laws or regula-
tions that have a material effect on the
audit and any other instances that
warrant the attention of those charged
with governance;

(3) Noncompliance with provisions of
contracts or grant agreements that
have a material effect on the audit; and

(4) Abuse that has a material effect
on the audit.

(b) When the auditor detects in-
stances of noncompliance or abuse that
have an effect on the financial state-
ments that are less than material but
warrant the attention of those charged
with governance, they should commu-
nicate those findings in writing to
those charged with governance in a
separate communication. If the auditor
has issued a separate communication
detailing immaterial instances of non-
compliance or abuse, the report on in-
ternal controls over financial reporting
and on compliance and other matters
must be modified to include a state-
ment such as:

“We noted certain immaterial in-
stances of mnoncompliance [and/or
abuse], which we have reported to the
management of (auditee’s name) in a
separate letter dated (month, day,
20XX).”

(c) If the auditor has issued a sepa-
rate letter to management to commu-
nicate other matters involving the de-
sign and operation of the internal con-
trol over financial reporting, the report
on internal controls over financial re-
porting and on compliance and other
matters must be modified to include a
statement such as:

‘“However, we noted other matters
involving the internal control over fi-
nancial reporting that we have re-
ported to the management of (auditee’s
name) in a separate letter dated
(month, day, 20XX).”

(d) The report must contain the sta-
tus of known but uncorrected defi-
ciencies from prior audits that affect
the current audit objective.
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§1773.33 Report on compliance with
aspects of contractual agreements
and regulatory requirements.

The auditor must prepare a report on
compliance with aspects of contractual
agreements and regulatory require-
ments that includes, at a minimum,
comments on:

(a) Audit procedures. State whether
the audit has been performed in accord-
ance with this part;

(b) Special reports. State whether any
special reports, summaries of rec-
ommendations, or similar communica-
tions were furnished to the auditee’s
management during the course of the
audit or during interim audit work,
and provide a description of the infor-
mation furnished;

(c) Accounting and records. Comment
on whether, during the course of the
audit, anything came to the auditor’s
attention to indicate that the auditee
did not maintain adequate and effec-
tive accounting procedures and records
and utilize adequate and fair methods
for accumulating and recording labor,
material, and overhead costs, and for
distributing these costs to construc-
tion, retirement, and maintenance or
other expense accounts. Where appro-
priate, comment on whether anything
came to the auditor’s attention to indi-
cate that the auditee did not:

(1) Establish continuing property
records (CPRs) that are updated on a
current basis, at least annually, and
are reconciled with the controlling
general ledger plant accounts;

(2) Promptly clear construction
clearing accounts of costs of completed
construction to the proper classified
plant accounts and accrue depreciation
on such completed construction from
the date the plant was placed in serv-
ice;

(3) Currently and systematically
record and properly price retirements
of plant;

(4) Properly account for the accumu-
lated provision for depreciation ac-
counts associated with retirements of
plant or properly disclose any unusual
charges or credits to such accounts;
and

(56) Obtain RUS approval for the sale,
lease or transfer of capital assets se-
cured under the RUS security agree-
ment when approval is required, and
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properly handle any proceeds from the
sale or lease of plant, material or scrap
in conformance with RUS require-
ments.

(d) Materials control. Comment on
whether, during the course of the
audit, anything came to the auditor’s
attention to indicate that the control
over materials and supplies was not
adequate.

(e) Compliance with RUS loan and se-
curity instrument provisions. Comment
on whether, during the course of the
audit, anything came to the auditor’s
attention to indicate that the fol-
lowing provisions of RUS’ loan and se-
curity instruments have not been com-
plied with:

(1) For electric auditees, provisions
related to:

(i) The requirements for an auditee
to obtain written approval of mortga-
gees to enter into any contract for the
management, operation, or mainte-
nance of the auditee’s system if the
contract covers all or substantially all
of the electric system. For purposes of
this part, the following contracts shall
be deemed as requiring RUS approval:

(A) Management contracts in which
the auditee has contracted to have an-
other auditee or other entity manage
its affairs;

(B) Operations and maintenance con-
tracts in which the auditee has con-
tracted to have another auditee or
other entity operate and/or maintain
all or substantially all of the physical
plant facilities of the auditee.

(C) Operations and maintenance con-
tracts in which the auditee has con-
tracted to operate and maintain the
physical plant facilities of another
auditee or other utility system;

(ii) The requirement for an auditee to
prepare and furnish mortgagees annual
or periodic financial and operating re-
ports on the auditee’s financial condi-
tion and operations accurately and
within the required deadlines. The
auditor shall comment on whether,
during the course of the audit, any-
thing came to the auditor’s attention
to indicate that the information rep-
resented by the auditee as having been
submitted to RUS in its most recent
December 31 Financial and Operating
Report Electric Distribution or Finan-
cial and Operating Report Electric
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Power Supply was not in agreement
with the auditee’s audited records. If
the auditee represents that an amended
report has been filed as of December 31,
the comments must relate to the
amended report; and

(iii) The requirement for an auditee
to use depreciation rates that are with-
in the ranges established by RUS for
each primary plant account (See RUS
Bulletin 183-1, Depreciation Rates and
Procedures at https:/www.rd.usda.gov/
filessUPA  Bulletin 183-1.pdf), or with
the requirements of the state regu-
latory body having jurisdiction over
the auditee’s depreciation rates in
computing monthly accruals.

(2) For telecommunications auditees,
provisions related to:

(i) The requirement for an auditee to
obtain written approval of the mortga-
gees to enter into any contract, agree-
ment or lease between the auditee and
an affiliate other than as allowed under
7 CFR part 1744, subpart E; and

(ii) The requirement for an auditee to
prepare and furnish mortgagees annual
or periodic financial and operating re-
ports on the auditee’s financial condi-
tion and operations accurately and
within the required deadlines. The
auditor shall comment on whether,
during the course of the audit, any-
thing came to the auditor’s attention
to indicate that the information rep-
resented by the auditee as having been
submitted to RUS in its most recent
December 31 Operating Report for Tele-
communications Borrowers was not in
agreement with the auditee’s audited
records. If the auditee represents that
an amended report has been filed as of
December 31, the comments must be re-
lated to the amended report.

(3) For Broadband auditees, provi-
sions relating to the requirement for
an auditee to prepare and furnish mort-
gagee quarterly or periodic financial
and operating reports on the auditee’s
financial condition and operations ac-
curately and within the required dead-
lines. The auditor shall comment on
whether, during the course of the
audit, anything came to the auditor’s
attention to indicate that the informa-
tion represented by the auditee as hav-
ing been submitted to RUS in its most
recent BCAS filing was not in agree-
ment with the auditee’s audited
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records. If the auditee represents that
an amended report has been filed, the
comments must be related to the
amended report.

(4) For grantees, provisions related
to:

(i) Recipients of Broadband Initia-
tives Program loans and grants, the re-
quirement for the recipient to prepare
and furnish RUS quarterly and annual
financial and operating reports on the
financial condition and operations of
the auditee accurately and within the
required deadlines. The auditor shall
comment on whether, during the
course of the audit, anything came to
the auditor’s attention to indicate that
the information represented by the
auditee as having been submitted to
RUS in its most recent BCAS filing
was not in agreement with the audited
records of the auditee. If the auditee
represents that an amended report has
been filed, the comments must relate
to the amended report. The auditor
must state whether the Annual Com-
pliance Certificate required by the
RUS Security Agreement has been filed
in a timely manner with RUS.

(ii) Recipients of all other grant pro-
grams within the electric and tele-
communications programs, the re-
quirements to prepare and furnish RUS
with any required financial reporting
accurately and within required dead-
lines, as appropriate for that specific
program. The auditor shall comment
on whether, during the course of the
audit, anything came to the auditor’s
attention to indicate that the informa-
tion represented by the grantee as hav-
ing been submitted to RUS in its most
recent filing was not in agreement with
the audited records of the grantee. If
the grantee represents that an amend-
ed report has been filed, the comments
must relate to the amended report.

(f) Related party transactions. Com-
ment on whether, during the course of
the audit, anything came to the atten-
tion of the auditor to indicate that all
material related party transactions
have not been disclosed in the notes to
the financial statements in accordance
with ASC 850, entitled ‘‘Related Party
Disclosures”.

(g) Deferred debits and deferred credits.
For electric auditees, comment on
whether, during the course of the audit
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anything came to the attention of the
auditor to indicate that the auditee
provided detailed schedule of deferred
debits and deferred credits, including,
but not limited to, margin stabiliza-
tion plans, revenue deferral plans, and
expense deferrals is not accurately pre-
sented. This schedule must be included
as supplemental information or within
the notes to the financial statements;
and

(h) Investments. For electric and tele-
communications auditees, comment on
whether, during the course of the
audit, anything came to the auditor’s
attention to indicate that the auditee
provided detailed schedule of invest-
ments is not accurately presented. This
schedule must be included as supple-
mental information or within the notes
to the financial statements. The audi-
tor must state that the audit did not
disclose any investments in subsidiary
or affiliated companies.

§1773.34 Schedule of findings and rec-
ommendations.

The auditor must prepare a schedule
of findings and recommendations to be
included with the audited financial
statements. The schedule of findings
and recommendations shall be devel-
oped and presented utilizing the ele-
ments of a finding discussed in GAGAS
and shall include recommendations for
remediation. If the schedule does not
include responses from management, as
well as any planned corrective actions,
those items must be submitted directly
to the AA-PARA by management in
accordance with §1773.4(j).

§§1773.35-1773.37 [Reserved]

Subpart E—RUS Audit
Requirements and Documentation

§1773.38 Scope of engagement.

The audit requirements set forth in
§1773.39 through 1773.45 must be met
annually by the auditor during the
audit of the RUS auditee’s financial
statements. The auditor must exercise
professional judgment in determining
whether any auditing procedures in ad-
dition to those mandated by GAGAS or
this part should be performed on the
auditee’s financial records in order to
afford a reasonable basis for rendering

§1773.39

the auditor’s report on the financial
statements, report on internal controls
over financial reporting and on compli-
ance and other matters, report on com-
pliance with aspects of contractual
agreements and regulatory require-
ments, and schedule of findings and
recommendations.

§1773.39 Utility plant and accumu-
lated depreciation.

(a) General. The audit of these ac-
counts shall include tests of additions,
replacements, retirements, and
changes. The auditor’s audit docu-
mentation shall support that the audi-
tor:

(1) Examined direct labor and mate-
rial transactions to determine whether
the auditee’s accounting records re-
flect a complete accumulation of costs;

(2) Examined indirect costs and over-
head charges to determine if they con-
form to the Uniform System of Ac-
counts or the Federal Acquisitions
Regulations as required under the RUS
Security Agreement;

(3) Reviewed the costs of completed
construction and retirement projects
to determine if they were cleared
promptly from the work in progress ac-
counts to the classified plant in service
accounts and the related depreciation
accounts;

(4) Examined direct purchases of spe-
cial equipment and general plant;

(5) Determined the degree of accu-
racy and control of costing retire-
ments, including tests of salvage and
removal costs;

(6) Reviewed the auditee’s work order
procedures; and

(7) Reviewed depreciation rates for
adequate support, and compared them
to RUS guidelines to determine that
they were in compliance.

(b) Construction work in progress. (1)
The audit documentation shall include
a summary of open work orders rec-
onciled to the general ledger and note
on the summary any unusual or atypi-
cal projects.

(2) The auditor’s audit documenta-
tion shall support that the auditor:

(i) Reviewed equipment purchases
charged to work orders, including pay-
ments and receiving reports;

(i) Reviewed contracts showing the
scope of the work, the nature of the
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contract, the contract amount, and
scheduled payments and reviewed sup-
porting documents to determine that
services contracted for were in fact
rendered;

(iii) Reviewed time cards and pay
rates for a sample of employees who al-
locate their time to work orders;

(iv) Reviewed the nature of material
and supplies issued to the project,
traced amounts and quantities to sup-
porting documents, and reviewed the
reasonableness of clearing rates for as-
signment of stores expense to the work
order;

(v) Reviewed the accuracy of the
computation of overheads applied to
the work order; and

(vi) Reviewed other costs charged to
the work order for support and pro-
priety.

(3) The auditor’s audit documenta-
tion shall support that the auditor:

(i) Scheduled payments to contrac-
tors and traced to verify payments and
supporting invoices;

(ii) Traced contract costs to final
closeout documents, to the general
ledger, and to the continuing property
records; and

(iii) Verified the costs of owner fur-
nished materials, if applicable.

(4) The auditor shall review the
auditee’s procedures for unitization
and classification of work order and
contract costs. The auditor’s audit doc-
umentation shall support that the
auditor:

(i) Reviewed the tabulation of record
units for construction from the work
order staking sheets to the tabulation
of record units, to the unitization
sheets, and to the continuing property
records;

(ii) Reviewed the procedures for unit-
izing and distributing costs of com-
pleted construction to the plant ac-
counts;

(iii) Verified that standard costs were
being used;

(iv) Evaluated the basis for develop-
ment of standard costs; and

(v) Determined that costs of com-
pleted construction were cleared
promptly from work in progress ac-
counts.

(c) Continuing property records. The
auditor’s audit documentation shall
support that the auditor:
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(1) Determined whether the sub-
sidiary plant records agree with the
controlling general ledger plant ac-
counts;

(2) Noted differences in the audit doc-
umentation; and

(3) Commented, in the report on com-
pliance with aspects of contractual
agreements and regulatory require-
ments, on any discrepancies.

(d) Retirement work-in-progress. The
auditor’s audit documentation shall
support that the auditor:

(1) Determined that plant retire-
ments are currently and systemati-
cally recorded and priced on the basis
of the continuing property records, and
determined that costs of removal have
been properly accounted for;

(2) Explained the method used in
computing the cost of units of plant re-
tired if continuing property records
have not been established and deter-
mined whether costs appeared reason-
able; and

(3) Determined the manner in which
net losses due to retirements were ac-
counted for and traced clearing entries
to the depreciation reserve, the plant
accounts, and the continuing property
records.

(e) Provision for accumulated deprecia-
tion. The auditor’s audit documenta-
tion shall support that the auditor:

(1) Verified the depreciation accruals
for the period, including the deprecia-
tion base;

(2) Reviewed the basis of the depre-
ciation rates, any change in rates and
the reason for the change, and, if ap-
propriate, determined whether the
rates are in compliance with RUS re-
quirements or with the requirements of
the state regulatory body having juris-
diction over the auditee’s depreciation
rates;

(3) Reviewed salvage and removal
costs; and

(4) Searched for unrecorded retire-
ments.

(f) Other reserves. The auditor’s audit
documentation shall include an ac-
count analysis for all other material
plant reserves, such as the reserve for
the amortization of plant acquisition
adjustments. The auditor’s audit docu-
mentation shall support that appro-
priate tests of transactions were per-
formed.
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(g) Narrative. The auditor shall in-
clude in the audit documentation a
comprehensive narrative on the scope
of work performed, observations made,
and conclusions reached. Matters cov-
ered in this narrative shall include:

(1) The nature of construction and
other additions;

(2) The control over, and the accu-
racy of pricing retirements;

(3) The accuracy of distributing costs
to classified utility plant accounts;

(4) An evaluation of the method of:

(i) Capitalizing the direct loadings on
labor and material costs;

(ii) Distributing transportation costs
and other expense clearing accounts;
and

(iii) Capitalizing overhead costs;

(5) The tests of depreciation;

(6) A review of agreements such as
those relating to acquisitions, property
sales, and leases which affect the plant
accounts; and

(7) Notations, if applicable, of RUS
approval of property sales and the pro-
priety of the disposition of the pro-
ceeds.

§1773.40 Regulatory assets.

The auditor’s audit documentation
shall support that the auditor tested
whether all regulatory assets comply
with the requirements of ASC 980. For
Electric auditees only, the auditor’s
audit documentation shall support that
all regulatory assets have received
RUS approval.

§1773.41 Extraordinary
losses.

retirement

The auditor’s audit documentation
shall support that the auditor tested
retirement losses, including any re-
quired approval by a regulatory com-
mission with jurisdiction in the mat-
ter, or RUS, in the absence of commis-
sion jurisdiction.

§1773.42 Clearing accounts.

The auditor’s audit documentation
shall support that the auditor tested
all clearing accounts and that trans-
actions selected for testing were re-
viewed for proper allocation between
expense and capital accounts.

§1773.43

§1773.43 Capital and equity accounts.

(a) Capital stock. For privately owned
companies, the audit documentation
shall include analyses of all stock
transactions during the audit period.
The auditor’s audit documentation
shall support that the auditor:

(1) Reviewed the subsidiary records
and reconciled them to the general
ledger control account;

(2) Reviewed authorizations and
issuances or redemptions of capital
stock for proper approvals by the gov-

ernance board, stockholders, regu-
latory commissions and RUS, as re-
quired;

(3) Determined that transactions
were made in accordance with the ap-
propriate provisions of the articles of
incorporation, bylaws, and RUS loan
documents; and

(4) Determined that transactions
were recorded in accordance with the
Uniform System of Accounts.

(b) Memberships. For cooperative or-
ganizations, the audit documentation
shall include an analysis of the mem-
bership transactions during the audit
period. The auditor’s audit documenta-
tion shall support that the auditor:

(1) Reviewed the subsidiary records
and reconciled them to the general
ledger control account; and

(2) Determined that transactions
were made in accordance with the ap-
propriate provisions of the articles of
incorporation, bylaws, and RUS loan
documents.

(c) Patronage capital, retained earn-
ings, margins, and other equities. The
audit documentation shall include an
analysis of the patronage capital, re-
tained earnings, margins and other eq-
uities, and any related reserve ac-
counts. The auditor’s audit documenta-
tion shall support that the auditor:

(1) Determined that the transactions
were made in accordance with the ap-
propriate provisions of the articles of
incorporation, bylaws, RUS loan docu-
ments, Uniform System of Accounts, or
orders of regulatory commaissions;

(2) Traced payments to underlying
support; and

(3) Determined whether, under the
terms of the RUS security instrument,
restrictions of retained earnings or
margins are required and, if so, wheth-
er they have been properly recorded.
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§1773.44 Long-term debt.

The auditor’s audit documentation
shall support that the auditor:

(a) Confirmed RUS, FFB, and RTB
debt to the appropriate confirmation
schedule (RUS Form 690, Confirmation
Schedule Obligation to the FFB; Form
614, Confirmation Schedule—Long-
term Obligation to RUS; or, Confirma-
tion Schedule for RTB Debt);

(b) Confirmed other long-term debt
directly with the lender;

(c) Examined notes executed or can-
celled during the audit period; and

(d) Tested accrued interest computa-
tions.

§1773.45 Regulatory liabilities.

The auditor’s audit documentation
shall support that all regulatory liabil-
ities comply with the requirements of
ASC 980. For electric auditees only, the
auditor’s audit documentation shall
document whether all regulatory li-
abilities have received RUS approval.

§§1773.46-1773.48 [Reserved]

§1773.49 OMB Control Number.

The information collection require-
ments in this part are approved by the
Office of Management and Budget
(OMB) and assigned the OMB Control
Number 0572-0095.

PART 1774—SPECIAL EVALUATION
ASSISTANCE FOR RURAL COM-
MUNITIES AND HOUSEHOLDS
PROGRAM (SEARCH)

Subpart A—General Provisions

Sec.
1774.1
1774.2

General.

Definitions.

1774.3 Availability of forms and regulations.
1774.4 Allocation of funds.

1774.5-1774.6 [Reserved]

1774.6 Equal opportunity requirements.
1774.7 Environmental requirements.

1774.8 Other Federal Statutes.

1774.9 [Reserved]

Subpart B—Grant Application Processing

1774.10
1774.11
1774.12
1774.13
1774.14
1774.15

Applications.
[Reserved]

Eligibility.
Limitations.

Eligible grant purposes.
Selection criteria.
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1774.16 Grant application processing and ap-
proval.

1774.17 Grant closing and disbursement.

1774.18 Reporting requirements, accounting
methods and audits.

1774.19 Applications determined ineligible.

1774.20 Conflict of Interest.

1774.21-1774.23 [Reserved]

1774.24 Exception Authority.

1774.25-1774.99 [Reserved]

1774.100 OMB Control Number.

AUTHORITY: 7 U.S.C. 1926(a)(2)(C).

SOURCE: 75 FR 35963, June 24, 2010, unless
otherwise noted.

Subpart A—General Provisions

§1774.1 General.

The purpose of the Special Evalua-
tion Assistance for Rural Communities
and Household (SEARCH) Grant pro-
gram is to provide financial assistance
to the neediest, eligible communities,
who lack financial resources to pay for
feasibility studies, design assistance
and technical assistance. This subpart
sets forth the general policies and pro-
cedures for making and processing
predevelopment planning SEARCH
grants for water and waste projects.

§1774.2 Definitions.

The following definitions apply to
subparts A and B of this part.

Agency. The Rural Utilities Service
of the United States Department of Ag-
riculture (USDA) within the Rural De-
velopment mission area of the Under
Secretary for Rural Development. The
Processing Official will administer this
water and waste program on behalf of
the Rural Utilities Service.

Approval official. The Agency official
at the State level who has been dele-
gated the authority to approve grants.

ConAct. Consolidated Farm and Rural
Development Act (7 U.S.C. 1926(a)(2)).

Design assistance. Preliminary design
and engineering analysis necessary for
an application for funding. Design as-
sistance does not include financial as-
sistance for development of plans, spec-
ifications, or bidding documents.

DUNS Number. Data Universal Num-
bering System number obtained from
Dun and Bradstreet and used when ap-
plying for Federal grants or coopera-
tive agreements. A DUNS number may
be obtained at no cost, by calling 1-866—
705-5711.
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